We examine whether political connections measured by political contributions influences the choice of terms included in government contracts awarded to firms. We construct an index of four "sweetheart" contract terms that are highly favorable to the firm, but not obviously advantageous to the government. We find that firms making larger political contributions more frequently have these terms included in their contracts. We then examine how changes in a firm's political contributions influence the terms of subsequent contracts. We find that firms which increase their contributions are more likely to have these terms as part of their contract. We conclude that there is a political effect on the choice of terms included in federal contracts awarded to firms. 
Introduction
There exists a robust literature that examines the effect of political connections on business behavior and value. For instance, Abdulmanova (2016) and Lu, Pan and Zhang (2016) examine the effect of federal and state political influence on the litigation process and outcomes while Correia (2013) relates political connections to SEC enforcement activity. The effect of political connections on access to capital and loan pricing is analyzed in studies by Claessens, Feijen and Laeven (2008) , Francis, Hasan, and Sun (2009) , Cooper, Gulen and Ovtchinnikov (2010) and Infante and Piazza (2014) . You and Du (2012) explore CEO turnover and political connections while Fan, Wong and Zhang (2007) investigate the effect of political connections on firm performance.
This study, however, focuses on a narrower aspect of how political connections affect the firm. Specifically, we examine the relation between political connections and federal contracting.
In this study, however, we extend the analysis beyond the issue of whether political connections by firms result in more contracts . We focus on an issue that heretofore has remained unexamined in the literature: the terms included in the contracts that are awarded. That is, we explore whether a firm's political connections result in the inclusion of contract terms that are highly favorable to the firm and less so for the government. We investigate whether the effect of political connections can extend beyond influencing the award of government contracts as reported by and affect the actual terms of the contract itself.
To undertake our analysis, we construct an index of four contact terms that we believe are highly favorable to the firm but not obviously advantageous to the government. We refer to this index as the Sweetheart index since it reflects the extent to which the contract is a "sweetheart" deal. We then examine with both a univariate and multivariate analysis the extent to which a firm's political connections, which we proxy with its level of political contributions, influence the level of this index. Finally, we examine how changes in a firm's political contributions influence the terms of subsequent contracts. We conclude that our results are consistent with the existence of a political effect on the choice of terms included in federal contracts.
The Government Contracting Process
Essentially, the federal acquisition process begins when an agency determines that it has a requirement and then develops a plan on how best to purchase the particular good or service. If the agency's contracting officer determines that the appropriate method for procuring the goods or services is a contract, and the contract amount is greater than $25,000, then the agency posts a solicitation on the Federal Business Opportunities (FedBizOpps)Website. At a minimum, a solicitation identifies what an agency wants to buy, provides instructions to would-be suppliers, identifies the source selection method that will be used to evaluate offers, and includes a deadline for the submission of bids or proposals. Agencies can also post solicitations on their own websites and, in exceptional circumstances, may post solicitations on their websites instead of on FedBizOpps. Following the deadline for companies to submit their offers, agency personnel evaluate the suppliers' submissions by using the methods and criteria described in the original solicitation.
Government Contract Provisions and the Sweetheart Index

Sweetheart Provisions
As noted above, federal contracting can be extremely complex with numerous provisions, clauses and terms. Based upon a review of the Federal Acquisition Regulation and the contracting literature, we identify four provisions that are: (a) not uncommon in contract design, (b) clearly beneficial to the contracting firm, and (c) not obviously preferred by the government for inclusion. These four provisions are described below and serve as the focus of our analysis of whether politically connected firms receive more favorable contracting terms. For the purposes of this study, favorable contracting occurs when at least one of these four terms are present in a contract.
A no-bid contract is a popular phrase for what is officially known as a "sole source contract". This means that there is only one person or firm that can provide the required contractual services needed. Thus any attempt to obtain bids would only result in that person or firm submitting a bid. The corporate advantage of such a contract term occurs from the firm's status as a monopolist supplier and its greater ability to become entrenched in that product or service market.
A cost-plus contract, also termed a cost reimbursement contract, is a contract where a contractor is paid for all of its allowed expenses up to a set limit plus additional payment to allow for a profit. Such a contract guarantees the firm a profit and provides it with insulation from price shocks or other unanticipated changes to its cost structure. The attractiveness of this provision is that it allows the firm to earn a pre-determined profit regardless of its expenses or the costs it ultimately experiences.
A multiyear contract refers to a contract for the purchase of supplies or services for more than 1, but less than 5 years. The benefits to the contracting firm with this provision are many and include predictable revenue streams, an ability to forecast production volumes and supply requirements, insulation from completion in that product or service market, and a capacity to amortize capital expenditures over a longer horizon.
Our final sweetheart provision is whether the contracting firm is exempt from providing cost and/or pricing data. Cost and pricing data refers to the set of facts known at the time of the contract that can be reasonably expected to affect price negotiations. This data is more than historical accounting information and represent all the facts that contribute to the validity of future cost estimations. Exemption from this requirement is advantageous to the contracting firm for several reasons. First, the firm avoids the time and expense associated with the preparation of this material. Presentation of this data can also narrow the channel in which price negotiation between the firm and the government can occur. Finally, exemption from this requirement can remove explicit benchmarks when negotiating future prices, discussing current expenses, or explaining cost over-runs.
Sweetheart Index
We measure the attractiveness of terms in a federal contractor with an index we refer to as the Sweetheart Index". Consistent with a number of other researchers in the corporate finance and governance literatures (e.g., Gompers, Ishii, and Metrick 2003; Bebchuk and Cohen 2005; Aggarwal, Erel, Stulz and Williamson, 2010) we use an addictive index to assess the favorableness of contract terms to the wining firm. The Sweetheart Index is increased by one for each of the four provisions that are included in a given contract. The range therefore extends from zero to four. The Sweetheart Index is calculated as:
Hence, higher values of the contract indicate a more favorable contract from the view of the winning firm.
Data on each of the four contracting terms which comprise the Sweetheart Index is provided by the Federal Procurement Data System. Nobid is a binary variable indicating whether the contractor faces competition in the award of the contract. If the winning firm was the only business competing for the contract, then Nobid equals 1, otherwise 0. The Costplus term is another binary variable and captures whether a contractor is paid using a cost-plus method or not.
If cost-plus pricing is used, then Costplus equals 1 and otherwise 0. Multiyear is a binary variable that indicates whether the firm receives a contract which was initially expected to conclude more than a year from the effective start date. If the contract exceeds a year in length, then multiyear equals 1 and otherwise 0. Nodata is a binary variable that measures whether the contractor is exempt from providing cost or pricing data. If the contract exempts the contractor from providing cost or pricing data, then Nodata equals and otherwise 0.
Measuring Political Connections
We assess a firm's political connections by measuring its level of political contributions. We obtain Political Action Committee (PAC) contribution data from the Federal Election
Commission through the Center for Responsive Politics. A PAC connected to a publicly traded firm often only accepts contributions from the firm's managers, directors, shareholders, and employees. The PAC will then make contributions to politicians, political parties, or other PACs on the donors' behalf. We match these PACs to our sample firms based upon both a series of fuzzy matching procedures and direct observation.
We use this data to construct four measures of a firm's political connections. Our first measure, PC1, is the total PAC contributions made during year t-1 to candidates, political parties, and other PACs. PC2 is the total dollar value of contributions made to the party in year t -1 that holds the Presidency. PC3 is the total PAC contributions made to Senate candidates. PC4 is the total PAC contributions made to Congressional candidates. We restrict firm-year observations to those which make at least $1 of PAC contributions during year t.
Data and Sample Construction
Data
We use the CRSP and Compustat datasets to obtain our required financial and accounting data. Share price and related data is drawn from the CRSP dataset. Accounting information is taken from the Compustat dataset.
Our data on government contractors comes from the Federal Procurement Data System The data includes information on the firm or firms which receive the contract, a DUNS number as an identifier, the contract characteristics, the date the contract was signed, the agency providing the contract, and demographic information concerning the contract recipient. We match contract DUNS numbers to firms using the BECRS dataset provided by Capital IQ. The BECRS dataset contains both DUNS numbers and GVKEYs of publicly traded firms in the Compustat database.
To account for contracts received by the subsidiaries of our sample firms, we create a hierarchy which matches the DUNS numbers of wholly owned subsidiaries to their ultimate 2 We extend this hierarchy of firm ownership to the eighth degree to match as many DUNS numbers with our sample firms.
Sample Description
Our sample includes all S&P 1500 firms listed in Compustat from 2006 to 2013. We match each firm to return information from the Center for Research in Security Prices (CRSP) database.
In Table 1 we provide comparative descriptive statistics for our sample firms.
We compare the financial/accounting profile of contributing and non-contributing firms relative to two benchmarks in the panels of Table 1 . In Panel A we compare firms that make at least one dollar in contributions to those that make no contributions. We find that the contributing firms are significantly larger in size, regardless whether we measure size by total assets, sales, or equity market capitalization. We further observe that contributing firms make more capital expenditures, but spend less in research and development. Finally, we note that contributing firms report a higher level of accounting profitability.
In Panel B we separate those firms who make contributions into high and low subsets. The low subset are those firms who make below the median level of contributions while those in the high subset contribute an above median amount. We observe comparable results with a few differences. We find that the level of capital expenditures is statistically the same across the 2 We employ SDC data to account for historical mergers and acquisitions. The BECRS dataset is a snapshot of ownership as of December, 2015. We create an annual hierarchy using SDC data on mergers and acquisitions to account for survival bias. If a parent company acquires a subsidiary after year t -1, then the subsidiary's DUNS numbers are not assigned to the parent company in year t.
subsamples. Also, we discover that the above-median contributors invest more in research and development than do the less generous contributors.
Overall, we conclude that there are two consistent differences between firms that make political contributions and those that do not or make only limited contributions. Specifically, contributing firms are larger across several different size proxies. They are also more profitable.
Contract Activity and Political Connections
In this section we provide our initial analysis of the effect that political connections have on corporate contracting activity. Specifically, we compare various aspects of contract activity by the firm across our measures of political connections. We then test whether corporate political connections influence the likelihood of a firm receiving a federal contract.
Contract activity and political connections
In Table 2 we investigate the extent to which political connections are related to the number and value of federal contracts that a firm receives. We separately examine the effect of total political contributions (PC1), contributions made to the party holding the Presidency (PC2), contributions made to Senate candidates (PC3) and contributions made to Congressional candidates (PC4). We stratify our sample firms into high and low subgroups based on the median value of contributions for each measure.
We begin with an analysis of the number of contracts received by each subgroup of firms in panel A. We find that regardless of the measure of how we measure political connections, the better connected firms receive more contracts. The differences between the two groups are consistently large, with firms making above median contributions receiving between 6.1 and 8.6
times more contracts than those making below median contributions.
We present our results for the average size of federal contracts and political contributions in Panel B. We find that the larger contributors receive large contracts, on average, than firms who make less in political contributions. The difference between groups in the average size of the contract is remarkably consistent. It ranges between $1,950,000 (PC1) to $2,045,000 (PC4). The average contract for the above median contributors is about five times larger than that of the below median contributors.
In panel C we compare the dollar value of all federal contracts received by the firms based on their contribution level. We find that the larger political contributors report a total value of federal contracts is, on average, 16.8 times greater than that of the below median contributors. In dollar terms, the above median contributors are awarded $595,500,000 more in federal contracts than firms in the below median subgroup.
Our last exploratory analysis is a comparison of the total federal contracts as a percent of the firm's total sales. That is, how important are federal contracts to these firms? We find that federal contracts are consistently a larger percentage of total sales for the more politically connected firms. Federal contracts are about twice as important relative to total sales for the above median contributors as they are for the below median firms.
Likelihood of receiving a contract
If political contributions are useful in directing federal contracts to a firm as the above results appear to suggest, then we should observe a positive relation between a firm's political connections and the likelihood of contract award. In Table 3 we present our findings from a logistic regression analysis where the dependent variable is a binary indicator variable that assumes a value of one if the firm receives a federal contract and zero otherwise.
Consistent with the prior literature regarding government contracts (e.g., , we introduce a number of control variables into our model. Total assets accounts for firm size, since larger firms manufacture a wider variety of products and are more capable of producing the volume levels that government contracts often require. The book-tomarket ratio captures the growth opportunities of the firm and reflects the ability of the firm to respond to expand production. The Herfindahl index is included to control for the intensity of competition in the firm's industry and by implication, the cost efficiency of the firm. note that capital expenditures standardized by sales accounts for the possibility that a firm that has recently invested in its facilities is expected to increase its production. Standardized R&D expenses are included to control for the firm's innovation level since innovative firms with new products or services might be more likely to received government contracts.
Our results are presented in Table 3 . We observe that each measure of political connection is significantly and positively related to the receipt of a federal contract. That is, firms having made in political connections in year t are significantly more likely to be awarded a government contract in the following year. Although the effect is statistically significant for all four measures of political connections, the magnitude of the effect as measured by the regression coefficient is the greatest for political contributions made to Senate candidates. This might reflect the greater statewide connections that such individuals have relative to Congressional candidates.
Contract Terms and Political Connections
Political connections might offer the firm advantages beyond simply being awarded a government contract. The contract itself might contain more favorable provisions than would otherwise be present. That is, the contracts of politically connected firms might be more of a sweetheart deal than would otherwise be negotiated. We test for such a possibility by comparing the average values of the Sweetheart Index between firms with political connections and those without. We present these comparisons on an annual basis in Table 4 .
We observe that contract terms are consistently more favorable for firms with stronger political connections. The overall sweetheart index across all measures of political connectivity is 1.12 for firms making below median political contributions. The corresponding value for those firms making above median contributions is 1.41. The difference in these index values is statistically significant. We further find that this pattern of better connected firms receiving more favorable contracting terms holds with equivalence significance for each of our sample years.
Finally, we discover that regardless of the type of political contribution that the firm makes, the above-median contributors receive more favorable contracting terms.
Specific contract terms
In this section, we examine more closely what are the specific terms that politically connected firms receive in their contracts. In particular, we compare the distribution of no-bid, cost-plus, multiyear, and pricing data contracts across corporate political contribution levels. Our findings are presented in Table 5 .
No Bid
Because a no-bid contract means that there is only one person or organization that can provide the contractual services needed, the supplying firm has no competitors. Thus, designing a contract as no-bid essentially guarantees its award to the sole source firm. Such a contract term is of great value to the firm. Our results presented in Panel A of Table 5 shows that there is a tendency for politically connected firms to receive a higher proportion of their total contracts as no-bid contracts. The difference between the groups, however, is not statistically significant.
Cost Plus Contracts
A cost plus contract guarantees a profit to a contracting firm since all allowable expenses are covered. Such a contract is advantageous to a firm since profit uncertainty due to unanticipated expenses is eliminated. Panel B shows that cost plus contracts are more commonly awarded to firms making above-median political contributions. On average, 17.5% of the contracts awarded to the larger contributors are cost-plus while only 12.4% of the contracts to the smaller contributors are cost-plus. These differences are statistically significant and hold across all four measures of political connections.
Multiyear Contracts
A multiyear contract is clearly advantageous to the contracting firm since it provides guaranteed sales for a number of years. Such contracts help to ensure corporate sales stability and thus allows the firm to better plan for its future. We find that the more politically connected firms report a greater incidence of multiyear contracts. This difference is significant across all four of our measures of political contributions. Thus it appears that politically connected firms are better able to negotiate long-term contracts with the U.S. government that contributes to their sales and profit stability.
Cost and Pricing Data Requirement
Exemption from the cost and pricing data requirement is a benefit for the contracting firm. Beyond avoiding the costs associated with its preparation, presentation of this data can narrow the range of price negotiations between the firm and the government. Finally, exemption from this requirement can remove explicit benchmarks that can affect negotiations about future prices, discussions regarding current expenses, or explanations about cost over-runs. We find that firms making more political contributions less frequently have the cost-price data requirement in their contract. This result is statistically significant across all four measures of political contributions.
Sweetheart Index
We conclude our univariate analysis of contract firms and political connections by examining how the Sweetheart Index compares between above and below median contributors.
Our findings are presented in Panel E. We find consistent evidence across all four contribution measures that large contributors enjoy higher index values for their contracts than do the belowmedian contributors.
Multivariate Analysis of Firm Contracts
We continue our analysis of whether a firm's political connections influence the terms contained in the contract it is able to negotiate with the federal government. We now estimate a multivariate logistic model where the dependent variable is a set of binary indicator variables capturing the presence or absence of the four sweetheart contract provisions. This approach also allows us to introduce a number of control variables that might influence the likelihood that a
given provision is present in the contract. We also provide an aggregate analysis by using the contract's overall sweetheart index value as a dependent variable.
In Panel A of Table 6 we examine the effect of political connections as measured by contributions on the likelihood that a federal contract contains a no-bid provision. Our findings show a consistently positive relation between the level of political connections and the likelihood that a contract contains a no-bid provision. We find this relation holds across all four measures of political contributions, although the coefficient for Senate contributions is noticeably larger than the others. We find that the larger size of the Senate contributions (i.e. PAC3) generally holds across our analysis of the other provisions as well. We conjecture that this might due to the greater influence of Senators given their general longer tenure in office and their extensive networks both within their state and on Capitol Hill.
We investigate whether political connections influence the likelihood of cost-plus contracting in Panel B. We find that political contributions are significantly and positively related to the likelihood that a contract contains a cost-plus provision. Again, we find the largest coefficient appearing on the contributions made to Senate candidates.
Panel C contains our findings for a multiyear contract. The results are inconsistent with a political connections effect for this specific provision. Each of the coefficients for the four measures of political contributions are statistically insignificant. This result might suggest that political influence is transitory, with limited ability to affect more distance horizons which can exceed their projected term in office.
Our last provision is the requirement for cost or pricing data. Since the dependent variable is coded as one if the requirement for this data is part of the contract, we hypothesize that political contributions will possess a negative coefficient. That is, greater political connections due to more political contributions will make it more unlikely that a contract will contain this requirement. Indeed, we observe that the coefficient for each of the four political contribution variables is significantly negative. These findings are consistent with the argument that political connections make it less likely that contracting firms will be subject to providing cost or pricing data.
We conclude our analysis of contract terms and a firm's level of political contributions by examining the sweetheart index for each contract. We conjecture that a firm's political contributions should positively influence the contract's Sweetheart index value. A contract should be more advantageous to the winning firm to the extent it is more politically connected.
Our findings in Panel E are consistent with such a view. Unlike the four preceding panels, these findings are estimated from an OLS regression. Each of the coefficients are positive and statistically significant. That is, increased political contributions are associated with an increase in contract attractiveness as measured by our Sweetheart Index.
Changes in Political Contributions Levels
In the preceding analysis we have determined that political connections matter for contracting. That is, firms that have made political contributions in the past are more likely to be awarded a government contract. Further, these contracts are more likely to contain provisions that are favorable to the firm. In this section, we examine whether changes in a firm's level of political connections are related to the terms they receive when contracting with the government.
As firms change their political contributions, their level of political influence and access is also likely to change. As a firm becomes more generous with its political contributions, it can expect that politicians will show increased interest in accommodating them. In the following section, we examine the dynamic nature of political influence by comparing changes in political contributions with corresponding changes in the presence of favorable terms in the contracts they are awarded.
Comparison of Contract Terms
In this section we examine how the sweetheart index changes in response to a change in political contributions. Specifically, we investigate how a change in political contributions over years t-t to t produces changes in the sweetheart index for contracts received one, two and three years in the future. Table 7 contains our univariate analysis of how changes in political connections affects the favorability of contracting terms. In Panel A we compare changes in the sweetheart index for contracts received one year following a change in political contributions for two subsamples. The subsamples are constructed on the basis of the median change in political contributions. We observe that for all four measures of political contribution, the change in the sweetheart index is larger for firms in the above median subsample. That is, firms making bigger increases in their political contributions enjoy larger increases in the sweetheart index association with their contract. These differences are all statistically significant.
In Panel B we undertake a comparable analysis, but examine the change in the sweetheart index two years out. We find very similar results to those above. Firms which increase their contributions above the median continue to benefit from more favorable contracts.
In Panel C we extend our analysis out one more year. At this point, we find that the effect of the increased contributions has largely dissipated and there is essentially no difference in the level of the sweetheart index across the subsamples.
Further Analysis of Changes in Political Contributions
In this section we provide a multivariate analysis of the effect that a change in political contributions can exert on contract terms. We use the same model as that in section 6 which examines the determinants of contract award. In this model, however, we use changes in the control variables rather than their level. In unreported robustness tests, the use of levels in the control variables yields statistically equivalent results. More specifically, we regress changes in the dollar weighted value of the Sweetheart Index against changes in our four different measures of political contributions.
We present our empirical findings in Table 8 . Models (1) through (4) present our findings for the first year following the change in political contributions. We observe that regardless of how we measure political contributions, we find that its coefficient is significantly positive.
Changes in political connections have a direct and positive effect on changes in the Sweetheart
Index, confirming our univariate analysis that contract terms are influenced by the extent of a firm's political connections. Models (5) through (8) examine the effect of these political contribution changes on terms for contracts two years subsequent. Again, we find a positive and significant effect of political connections on contract terms. In our last set of regressions, models (9) through (12), we examine the effect of these increased political contributions three years out.
Unlike the univariate findings, we continue to observe a significant effect on contract terms in the third year. With this more comprehensive analysis, we conclude that there is a persistence in the ability of political connections to effect contract design.
Conclusion
This study is an analysis of the effect of political connections on a firm's federal contracting activity. Consistent with the limited research in the literature, we confirm that political connections are associated with more contracting activity by the connected firm. In particular, we find that connected firms are more likely be awarded a government contract.
Further, their contracts are more frequent in occurrence, larger in size, and represent a higher portion of their total sales. This result is robust across all four of our measures of political connections.
But the real contribution of this study is its examination of the terms included in the contracts won by connected firms. We believe that the power of a firm's political connections as it relates to government contracting goes beyond mere award of the contract, but includes the terms of the contract as well. Indeed, the terms of a contract have the potential to make a mediocre contract very attractive to a firm.
This study focuses on four "sweetheart" terms which are clearly beneficial to the firm, but not so obviously preferred by the government. We aggregate the presence or absence of a nobid, cost-plus, multi-year and cost/pricing data exclusion terms into a Sweetheart Index. We find that firms with stronger political connections more frequently enjoy these terms in their awarded contracts. In the empirical analysis of this study, this is reflected with higher values of the Sweetheart Index for these connected firms. We also find that increases in political contributions are associated with an increase in the Sweetheart Index for these firms. Overall, these results are consistent with the premise that there is a political effect influencing both the decision to award a contract as well as the terms that are offered to the winning firm. It suggests that the true effect of political connections on the ability of a firm to enjoy a contracting advantage with the government might be understated in the existing literature. NODATA: This is a binary variable indicating whether the contractor is required to provide cost or pricing data to the government as a result of winning the contract. If the contractor is not required to submit cost or pricing data, then NODATA =1; Otherwise, NODATA =0.
SWEETHEART_INDEX:
The Sweetheart Index is an index which counts the number of sweetheart terms included in a contract. The index takes a value between zero and four.
OBLIGATED AMOUNT: Amount reported in the Federal Procurement Data System as the value received by the firm for each award or modification to an award.
TOTAL CONTRACT VALUE AMOUNT:
Sum of all cash flows received by the firm from the contract.
VALUE WEIGHTED SWEETHEART INDEX:
The Value-weighted Sweetheart Index is the Sweetheart Index of the firm weighted based upon the sum of all funds received by each contract.
PC1:
Total outflows by the firm-connected PAC during the calendar year. PAC contributions are made to candidates, political parties, and other PACs. We sum all contributions to arrive at our number.
PC2:
Total dollar value of contributions to the party in the White House during the majority of the calendar year.
PC3:
Total PAC contributions made to Senate candidates during the majority of the calendar year by the firm-connected PAC.
PC4:
Total PAC contributions made to Congressional candidates during the majority of the calendar year.
LNAT: Natural log of total assets.
LNMCAP: Natural log of total market capitalization.
LNSALE: Natural log of total sales BM: Book-to-market ratio.
CAPX_SALE:
Capital expenditure divided by total sales.
XRD_SALE:
Research and development expenditures / total sales. If this number is a blank, indicating the firm has no research and development expenditure, we set this number equal to zero.
HERF_SIC2_SALE:
Herfindahl index for the firm's primary two-digit SIC code during the year. We calculate the sum of the (percentage of industry sales)^2 for each firm during the year. We define industry sales as sales by firms whose primary 2-digit SIC code is the same during the year.
ROA: Firm return on assets. Table 4 estimates a series of logistic regressions to determine whether firms which make larger PAC contributions are more likely to receive gove rnment contracts. We regress an indicator variable for lagged award of a government contract on political connections, control variables, and fixed effects. Our dependent variable, RECEIVE_ CONT, equals one if the firm receives at least one federal government contract in year t+1 and is zero otherwise. The control variables are drawn from . Year and industry fixed effects are also included. PAC contribution variables measured in millions of dollars are used to improve the interpretability of the results. PAC contributions are divided by $1,000,000. PC1 is the total PAC contributions made during year t-1 to candidates, political parties, and other PACs. PC2 is the total dollar value of contributions made to the party in the White House in year t-1. PC3 is the total PAC contributions made to Senate candidates. PC4 is the total PAC con tributions made to Congressional candidates. All control variables are Winsorized at the 1% and 99% levels. *, **, and *** indicate statistical significance at the 10%, 5%, and 1% levels. P-values are reported below the coefficients. Table 7 : Effect of a change in PAC contributions on the Sweetheart Index for subsequent contracts In this table we examine the change the weighted Sweetheart Index after a change in rolling annual PAC contributions in year t-1. We calculate the difference in PAC contributions from months (t-24 to t-13) to (t-12 to t-1) for each firm. We bisect our sample based on the median change in PAC contributions over that period and examine the change in the dollar weighted Sweetheart Index afte r a change in PAC contributions. If the firm did not make PAC contributions in the year 12 months prior to month t then is not included. If there exists a missing change in the Sweetheart Index from (t-12 to t-1) to (t+24 to t+35), we do not include the observation in the analysis. In Panel A we report the change in the weighted Sweetheart Index from (t -12 to t-1) to (t to t+11). In Panel B we examine the change in the Sweetheart Index from (t-12 to t-1) to (t+12 to t+23). In Panel C we examine the change in the Sweetheart Index from (t-12 to t-1) to (t+24 to t+35). The values reported are the mean values for each bisected subsample. PC1 is the total PAC contributions made during year t-1 to candidates, political parties, and other PACs. PC2 is the total dollar value of contributions to the party in the White House in year t-1. PC3 is the total PAC contributions made to Senate candidates. PC4 is the total PAC contributions made to Congressional c andidates. *, **, and *** indicate statistical significance at the 10%, 5%, and 1% levels , respectively. This table regresses the change in the dollar-weighted Sweetheart Index on the change in PAC contributions, control variables, and year and firm fixed effects. In models 1 through 4 our dependent variable is the change in the Sweetheart Index from the year of the contract to one-year post contract (i.e., (t-12 to t-1) to (t to t+11)). In models 5 through 8 our dependent variable is the change in Sweetheart Index from the year of the contract to the second year post contract (i.e., (t-12 to t-1) to (t+12 to t+23)). In models 9 through 2 our dependent variable is the change in Sweetheart Index from the year of the contract to the third year post contract (i.e., (t-12 to t-1) to (t+24 to t+35)). The dependent variable is multiplied by 100 and PAC contributions are divided by $1,000,000 for easier interpretation. PC1 is the total PAC contributions made during year t -1 to candidates, political parties, and other PACs. PC2 is the total dollar value of contributions to the party in the White House in year t -1. PC3 is the total PAC contributions made to Senate candidates. PC4 is the total PAC contributions made to Congressional candidates. All control variables are Winsorized at the 1% and 99% levels. *, **, and *** indicate statistical significance at the 10%, 5%, and 1% levels, respectively. P-values are reported below the coefficients. 
